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Abstract

This study aims to analyze the relationship between oil price fluctuations and the
official exchange rate in Libya, a rentier state that relies heavily on oil as its main
source of national income. The study employed a quantitative time-series approach
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for the period 1990-2022, utilizing standard tools such as cointegration analysis and
the error correction model.

The results revealed a long-term, positive cointegration relationship between oil
prices and the exchange rate. This positive relationship indicates that a 1% increase in
oil prices leads to a 0.423% depreciation of the Libyan dinar (an appreciation of the
exchange rate), reflecting the nature of the Libyan economy.

The results also showed asymmetric effects, with the impact of positive oil price
shocks outweighing that of negative shocks in increasing the devaluation of the dinar.
A clear causal relationship was also revealed between the trend in oil prices and the
exchange rate, with oil prices accounting for more than 52% of exchange rate
volatility in the long term. This phenomenon is attributed to a range of factors, most
notably imported inflation, political instability, and weak economic management.

In light of these findings, the study recommended adopting fundamental reforms in
monetary policy, including increasing the flexibility of the exchange rate regime and
establishing a sovereign fund to support currency stability during periods of low oil
prices. It also called for strengthening fiscal stability, diversifying sources of
economic income, and strengthening institutions to ensure more efficient economic
management

Keywords: Oil Prices, Official Exchange Rate, Libyan Economy, Cointegration, Error
Correction Model (ECM)
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